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BEGIN UNCLASSIFIED 

1 . BEGIN SUMMARY: ON SEPTEMBER 20 PERU ADOPTED A NEW FOREIGN EXCHANGE 
RATE POLICY WHICH CONSISTS, ACCORDING TO OFFICIAL STATEMENTS, OF 
QUOTE SMALL READJUSTMENTS OF THE SOL WHICH WILL BE CARRIED OUT 
PERIODICALLY WHEN NECESSARY UNQUOTE. END SUMMARY. 

2. THE STATED OBJECT OF THIS NEW POLICY IS TO MAINTAIN A 
REALISTIC EXCHANGE RATE WHICH HAS THE CONFIDENCE OF BUSINESSMEN 
AND WHICH AVOIDS STRONG INFLATIONARY IMPACTS. THE OFFICIAL 
ANNOUNCEMENT OF THE MINI DEVALUATION PROGRAM WAS MADE BY THE 
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SANTISTEVAN AT A MID DAY PRESS CONFERENCE. 

3. SANTISTEVAN ALSO STATED THAT HE WAS TRAVELLING TO THE UNITED 
STATES TO COMPLETE NEGOTIATIONS WITH SIX U.S. BANKS FOR A $125 
MILLION LOAN. HE ALSO MADE PUBLIC THE FACT THAT A $400 MILLION 
CREDIT PACKAGE WAS IN A FINAL STAGE OF NEGOTIATION. ACCORDING 
TO SANTISTEVAN'S ANNOUNCEMENT, OTHER U.S. BANKS WILL LEND $75 
MILLION (IN ADDITION TO THE $125 MILLION LOAN) CANADIAN BANKS 
WILL LEND $30 MILLION, EUROPEAN BANKS WILL LEND $100 MILLION, 

AND JAPAN AND SWISS BANKS WILL LEND $70 MILLION. SANTISTEVAN 
DENIED ANY AND ALL POSSIBLE INTERFERENCE BY PRIVATE INTERNATIONAL 
BANKS AND OTHER FINANCIAL ORGANIZATIONS IN THE INTERNAL AFFAIRS 
OF PERU. 

4. SANTISTEVAN STATED THAT THE NEW EXCHANGE RATE POLICY IS A 
DEFINITE BREAK FROM THE POLICY OF A FIXED EXCHANGE RATE. HE 
NOTED THAT THE FIXED EXCHANGE RATE POLICY CAUSED AND OVER- 
VALUATION OF THE SOL WHICH HAD REQUIRED A DEVALUATION OF GREAT 
MAGNITUDE WITH A CORRESPONDING UPSET FOR THE ECONOMY AND HIGH 
POLITICAL, ECONOMIC AND SOCIAL COSTS. 

5. THE GENERAL MANAGER OF THE CENTRAL BANK, ALONSO POLAR 
CAMPOS, EXPLAINED TO THE PRESS THAT THE FUTURE MINI-DEVALUATIONS 
WILL BE GOVERNED BY THE RELATIONSHIP BETWEEN DOMESTIC COSTS AND 
PRICES AND THOSE IN COUNTRIES WHICH ARE PERU'S MAIOR TRADING 
PARTNERS. POLAR ALSO STATED THAT THE PROIECTED INCREASE IN 
DOMESTIC PRICES FROM OCTOBER 1976 TO OCTOBER 1977 IS 17 PERCENT 
WHILE THAT OF THE INDUSTRIALIZED COUNTRIES IS 6 PERCENT, AND 

FOR THAT REASON EXCHANGE-RATE READIUSTMENTS MAY BE FEW AND 
SMALL. END UNCLASSIFIED 

BEGIN LIMITED OFFICIAL USE 

6. OUR CONVERSATION WITH AN OFFICIAL OF THE BANCO CENTRAL DE 
RESERVA TODAY INDICATED THAT THE GOP HAS EMBARKED ON A MINI- 
DEVALUATION PROGRAM. THE GENERAL MANAGER OF THE CENTRAL BANK 
WILL DECIDE THE AMOUNTS AND DATES OF THE DEVALUATIONS. THE 
EXCHANGE RATE PROGRAM WILL CONSIST OF MANY SMALL DEVALUATIONS 
RATHER THAN A FEW LARGER DEVALUATIONS, AND MINI-DEVALUATIONS 
MAY TAKE PLACE MORE THAN ONCE PER WEEK. BASICALLY THE PROGRAM 
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ENTAILS QUARTERLY EXCHANGE RATE TARGETS. AT THE PRESENT TIME, 

A RATE OF 69 SOLES TO US DOLLAR IS ANTICIPATED FOR THE END OF 
1976. CENTRAL BANK OFFICIALS BELIEVE THAT THE SOL IS PRESENTLY 
ABOUT A PARITY AND THE MINI-DEVALUATION PROGRAM TARGETS WILL 
BE SET BY A SIMPLE ECONOMETRIC MODEL OF CHANGES IN DOMESTIC 
AND EXTERNAL COSTS AND PRICES AND DOMESTIC ECONOMIC PERFORMANCE. 
CENTRAL BANK OFFICIALS HOPE THAT THE MINI-DEVALUATION SYSTEM WILL 
STABLIZE EXCHANGE-RATE EXPECTATIONS AND THEREBY RENEW EXTERNAL 
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BORROWING BY DOMESTIC BUSINESS ENTERPRISES. RESUMPTION OF 
EXTERNAL BORROWING WILL REDUCE OR ELIMINATE THE EXTREME HIGH 
NET OUTFLOW ON SHORT-TERM CAPITAL WHICH HAS OCCURRED TO DATE 
IN 1976. 

7. WE ARE INFORMED THAT THE BANCO DE LA NACION WILL INITIATE 
A 24-HOUR EXCHANGE-RATE GUARANTEE SYSTEM FOR PEOPLE WHO BUY 
FOREIGN EXCHANGE AND WILL EXTEND ITS OFFICE HOURS. SUCH 
MEASURES WILL MINIMIZE DOCUMENTARY PROBLEMS FOR PERUVIANS 
TRAVELLING ABROAD. 

DEAN 
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